
FIFTH DI:;TRICT 

ITY OF SAN DIEGO 

September 8, 2010 

TO: Mayor and City Council 

CC: IROC Members 
San Diego County \Y!ater Authority "City 10" 

FROM: Councilmember Carl DeMaio 

RE: Water Rate Increases and Wasteful Spending in Water Agencies 

The Mayor has forwarded to the City Council a proposal to increase water rates by 
4.69°/0. If approved and passed through a Proposition 8 noticing water rates 
for the average fawily will have increased by 65% since February of 2007. 

Similar to the rate increase last year, the proposed increase is labeled as a "pass through" 
of increased charges for water from the San Diego County Authority 
label gives the false impression nothing can done to mitigate water rate increases 
on residents. 

I am opposed to the proposed water rate increase - and ask that 
join me in avoiding a rate increase this year. 

Mayor and Council 

an alternative, I suggest that the City of San Diego aggressively pursue all available 
options toward reducing costs at three immediate water agencies responsible for 
delivering water to San Diegans: the City's Public Utilities Department, the Diego 

and Metropolitan 

attached white paper oudines disturbing cost at each of these ~>'.,~"~'~ 
specifically related to the cost of labor - and recommends a series of on-going 
the and City Council to ensure that d1e City has taken all possible to 
prevent water rates 

. . . 
111creas111g aga111. 
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(NR&C) Committee 
proposed "pass-through" rate increase at its September 8th meeting. 
proposed Proposition 218 notice shows that if this increase goes into effect, the typical 
single-family residential water bill ("average bill") will have increased by more than 65% 
Slllce of 2007. 1 

Some of the factors driving water rate increases were examined in a report recently 
released by Vice Chair of the Independent Rates Oversight Committee (IROq. An 
excerpt of a section on the cost drivers of water rates if provided below2: 

'Three primary factors .. . determine the level of water rates ... The Jecond factor iJ the aggregate 
COJtJ of operating the .ryJtem each year. TheJe include the JUpp!y COJt of punhaJing water from 
wholeJalerJfurther up the JUPP/y chain; and the operating and maintenance of running the 

~:!dE.~!c.gJ. •• U7ater JUPP/y COJtJ are relativelY non-controllable while the other COJtJ are more 
controllable and are baJed in part on how iflective/y the organization iJ run (Emphasis 
added). 

tlIe economic downturn continues, tlle City needs to make every effort to avoid 
increasing water costs, starting by addressing the cost structure of the Public Utilities 
Department (PUD). 

Unsustainable Costs rtn:1erlt Contribute to 

tlle report reference above points out, labor costs (including the cost of fringe 
benefits) at water agencies contribute to the water rates faced by residents business. 

1 Proposed Budget shows the significant increase in 
table ShOV1S, cost by 

$5,759 (or 6.59%) in just one year (FY 2010 to 2011). 

1 See 21126/2007 Water Service Rates and " and notice for 1111512010 Public 
Notice. Assumes 14 HCF water use per month. This does not include in sewer rates. 

Andrew. on Water Rate Increases: Their Cause and 
Solutions." 
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Positions 

Personnel 

Cost per Position 

$ Increase per Position 

% Increase 

at Water 

....... ,,"', ... labor Costs 

FY 2011 D .. " .... ""o"' 
1651.49 

$87A39 

6.59% 

IBA review of the proposed budget notes that the cost fringe benefits in the 
increased by $14.3 million from FY 2010 to 2011, no doubt significantly driven 

by the increase in the City's pension payment for 2011.3 

Additionallv. the Citv's "Bid to Goal" nrogram continues to move forward, desnite a 
j ;J J.L 1. 

devastating performance audit that found $28 million in unsubstantiated bonuses were 
awarded since 2006. 

Recent presentations from the City's PUD show that the City Council will be asked to 
approve labor agreements pertaining to the program tllat in some cases cover 5 fiscal 
years. 4 While the matter is not currently docketed at a Council committee (as of 
September 7, 2010), an audit of the goals of program is slated to be heard by the 

Committee on 13,2010. 

In May, I issued a memorandum calling for the elimination of this troubled program 
unless it was subjected to fair and open competition with private sector bids in lieu of the 
current "mock bid" approach. I maintain that position, as this program has proven to 
warrant elimination due to incredible levels of inefficiency documented by independent 
audits. I believe there may be other aspects of Public Utilities 
Department may provide opportunities for cost savings and improved service 
delivery through competitive bidding and/ or public-private partnerships. 

not to following costs in 

to 

Rates Committee materials. 
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salary step increases. 
Reductions retiree health care costs 
provide for budgetary savings using 

not reduce the aUJCLU,:U 

2011 budgeted amounts and result in the full 
of the 

Examination and discussion 
bidding and/ or 
Department. 

engage 
replacement by fair 

available opportunities . and open competitive 
partnerships 

to Goal" 
to Labor Relations to 

should be considered for 

Another troubling trend that requires further exploration is the consistent transfer of 
employees from departments within the General Fund to departments in Enterprise 
Funds, such as the Water Department. While these transfers may help to alleviate costs 
in the City's General Fund budget deficit, shifting costs between funds seemingly 
transfers increasing costs of government to residents and businesses in the form of taxes 
to costs in the form of utility bills. 

fiscal years 2009 City transferred 169 employees from the General 
to other funds, such as Funds. This equates to the aggregate movement of 
approximately million in salary. Of these employee transfers, 38 were moved to 
Water Department, and another 29 were transferred to Metropolitan Wastewater.s 

29 

Transfers from General Fund to Water and MWWD 

- General Fund Fund 

(2,016,476) 

(1,533,276) 1,506,312 

to these departments included moving employees from a wide variety of 
General departments, including to Police, the City Attorney's 
office, Community Legislative Services, and 

Wi","" ... """,,",", of personnel transfers from to the Enterprise Funds in 
2009 and 2010 is provided below: 

5 Personnel transfer available upon from Council District 5 office. 
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CWAMust Skyrocketing Costs 

1S next step up water supply chain for City ratepayers. 

proposed Proposition 218 for states, in 

"On June 24,2010 the San Diego Counry Water Authoriry voted to increase several of the 
rates it charges for imported water beginning on January 1, 2011 ... Because local water supplies 
are very limited, the Ciry must bza; approximatelY 85-90% of the water it supplies to its 
customersfrom the CW A. Because the Ciry is required to recover the cost., for water purchaJes, 
it must "pass through J) these increased charges to its own customers. 
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Page Five 

San Water - "Total labor and Benefits" 
Sources: CWA 2008 CAFR and August 10,2009 memo to CWA Memo to NR&C 
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Fiscal Year 

explains that the cost increases are at least partially attributable to addition of 
"several new facilities,"6 also stating d1at recent budgets "shift ... the distribution of ~abor 
costs] from to Operating ... as a result of the Water Authority's transition from 
building to operating and maintaining new facilities."7 

However, a snapshot of staffing and labor costs of "Administrative Services" at the 
C\YJA the FY 2004/2005 budget versus the same department in the 2010/2011 
budget raises significant concern that per unit labor costs at CW A have been escalating at 
an unsustainable rate, to of ratepayers. 

CWA Administrative Services 

Cost of "Labor & Benefits" 

33.5 

Cost of "Labor & Benefits" per FTE $105,934 

budgeted cost of "Labor & Benefits" per position in 
201 1 IS versus 

6 SDCWA Memo to Councilmember Donna 2009. 
7 SDCW A for Fiscal Year 2010 and 2011, pg. 25. 
8 See pg. 34-135 of CW A FY 2010/2011 and pg. 48 of FY 2004/2005 This 

has been verified CW A staff. 
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cost structure. 

MWD Structure 

CWA costs are also impacted by the cost structure at MWD. this point, the Vice 
Ch ' f h TR" ~ 1" "th- ,:: rl' d . .lair 0 IT e .. LL GL recenta.y released a report 011 i-.Le reasons Lor past anu proJecte 
future increases in water rates with a focus on the operations" of the MWD.9 

The report found that the decreasing quantity of water sold while the "costs of supply 
paid to wholesalers was increasing ... would tend to increase water rates." However, this 
cost driver was found as only partly to blame. The report calls out other cost-increasing 
factors: 

1) Level of Employee Compensation - "specifically the levels of wages and 
benefits [paid to] their labor force under agreements negotiated with their public 
employee unions. 

2) MWD's scheduling of their program and the use of pay-as-you-go funding 
financed from current year water rates to pay for the program. 

3) MWD's alleged misallocation of water supply costs paid by the SDCW A and 
San Diego ratepayers." 

The issues related to excess employee compensation levels at MWD were also 
highlighted last September when governing board halted the pursuit of a 25% 
pension increase to employees following public outcry. Despite this 
action for ratepayers, IROC report indicates the presence of an already unsustainable 
compensation structure, noting that 

Council contact County state 
state budget mandating an . 

on Water Rate Increases: Their Cause and 
Solutions." 
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Seven 

outside of rates 

'-'''-'L.'UU'''' at Water 

specific 
over how those rates and cost structure can be LLU.\-LlLU ... Ll to mitigate future water rate 
HH,L\.-C")\_" until the California economy has recovered." 

report goes on to recommend that such actions be conjunction 
support for the CW A's lawsuit against MWD and any action "regarding 
Utilities District (PUD) rate increases in an attempt to address the underlying cause 
these increases." 

Requested Action: The Mayor 
""'",A,el" of the CW A lawsuit 

state 

City should pass a resolution 
negotiations with MWD to address improper 

Requested Action: NR&C should La",,,,, .. a standing agenda 
item once per quarter to review the progress on reform cost structures at 

PUD, 

San Diego businesses and residents ultimately the burden of . water rates. 
City must avoid increasing rates further while immediately deploying available 

resources to\vard reducing the cost structures place at its own Public Utilities 
Department, the County Water Authority and Metropolitan Water District of Southern 
California. The Mayor and City Council have the ability to mitigate further water rate 
increases on San Diegans, and I encourage City offiClals to do so as I suggest above. 




